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3E analysis I/ shows that for the nation as a whole the expected
Bconomic benefits of a SPR outweigh the costs by a large margin
jnder a wide range of assumptions about the future. Specifically,
for the range of assumptions tested, the economic benefits of an
active SPR program can be expected to exceed the costs by $5 to $50
Dillion.jV However, the analysis clearly demonstrates that these
enormous net benefits can be realized only if SPR oil is acquired
and released at the correct times and at the correct rates.

B. ACQUISITION AND DRAWDOWN STRATEGIES

The rate at which oil should be acquired for or released from the
SPR at any given time depends on a number of factors.. These
factors are the current condition of the world oil market and
expectations about the future of the market - including the
expected frequency, depth, and duration of interruptions; the
likelihood of future slack markets during which SPR oil could be
acquired without raising world oil prices; the expected level
and price elasticity of future U.S. demand for petroleum; and
the expected effectiveness of Administration programs designed
to reduce oil imports.

For the purposes of analysis, four possible oil market conditions
or "states" were modeled. The first was a slack market during
which SPR acquisitions as large as 5% of OPEC production would have
no effect on world oil prices. In contrast, the second market
state modeled was a tight market during which any SPR acquisitions
above and beyond normal oil consumption would raise world oil
prices at a rate of $1.50/B for each 100 MB/D purchased. The third
and fourth market states were minor and major disruptions. A minor
disruption was defined as a 10% cutback in OPEC production
(2.87 MMB/D in 1980). A major disruption was modeled as a 25% loss
of OPEC production (7.18 MMB/D in 1980).

Using the market state descriptons, optimal acquisition and
drawdown strategies were developed over a wide range of assumptions
about the likelihood and duration of each of the market states.
Assumptions about the level and elasticity of future U.S. demand
for imports and the effectiveness of Administration oil reduction
Initiatives were also varied.

PE analysis indicates that the SPR acquisition and drawdown
strategy which minimizes the costs of disruptions to the U.S.
is a strategy of active participation in the oil market. The
current SPR program of sporadic acquisitions aimed at the long
term accumulation of a modest stockpile is not a strategy that

ITThe analytic conclusions presented in this section are based on
a draft staff analysis, An Analysis of Acquisition and Drawdown
Strategies for the Strategic Petroleum Reserve, December 17,
1979, Office of Oil Policy, PE.

2/ Present discounted value at an 8% discount rate over a 25
~ year horizon.
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